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Financial 


Total income . 


Cash flow (excluding non-recurring item) . 


— per share . Bes ese ti 
Earnings for the year (excluding 
non-recurring item) . 
— per share . 
Non-recurring item 
Cash generated 
— per Share . 
Earnings provided 
= IDCh SMALG alas tre aie 
Working capital at year end . 
Capital expenditures during year . 


Operating 


Average net daily production 


Crude oil and condensate (bbls.) . 


Liquefied petroleum gases (bbls.) 
Natural gas (mcf) 
Sulphur (long tons) . 
Reserves at year end 
Crude oil and condensate (bbls.) 
Liquefied petroleum gases (bbls.) 
Natural gas (mcf) 
Sulphur (long tons) . 
Refinery throughput (bbls.) . 
Refined product sales (bbls.) . 


Land holdings at year end (net acres) . 


1971 


$47,790,000 
24,564,000 
B12 


9,781,000 
2.04 


16,386,000 
12,839,000 


32,410 
1,548 
47,128 
253 


141,283,000 
6,293,000 
510,065,000 
1,190,000 
2,173,000 
1,716,000 
5,919,000 


1970 


$40,703,000 
19,930,000 
4.16 


6,140,000 
1.28 


1,811,000 
0.38 
1,257,000 
0.26 
4,756,000 
15,966,000 


S220 
i369 
44,089 
241 


149,015,000 
6,428,000 
472,506,000 
1,241,000 
1,877,000 
1,526,000 
5,681,000 


Upon reviewing 1971 it is 
appropriate to recall a number of 
events which, although perhaps 
having no direct effect upon the 
Company, have or may have a 
widespread impact upon the 
business and economic scene in 
Canada and indeed in the world. . 
Perhaps those most immediately 
touching Canada have their base in 
the United States. The growing 
requirement for energy fuels in 
Canada’s neighbor provides an even 
more ready market for this 
country’s production of fuels, 
particularly oil and gas. Pressure 
originating from rising prices and 
participation demands by the 
principal oil producing countries of 
the Middle East has no doubt 
contributed to the relaxation of the 
oil import restrictions which has 
been allowed by the United States. 
Notwithstanding the apparently 
insatiable demand for natural gas 

in that country, recent applications 
for export permits from Canada 
have been denied by the National 
Energy Board, on the ground that 
reserves in Canada were not 
adequate to supply future domestic 
requirements and support the 
proposed additional export. While 
the Company was not involved in 
the application, the decision was a 
disappointment. By eliminating 
prospective substantial purchasers, 
market opportunity is severely 
restricted, and the resulting 
absence of competitive buying 
conditions produces a depressing ~ 
effect upon field prices. It is 
particularly unfortunate that this | 
reduction in incentive should | 
happen at a time when the cost of 
exploration is increasing both 
generally and also due to the 
extension of activity to 


the frontier regions. 

Government action during 1971 
has caused considerable concern in 
economic and business circles in 
Canada. The income tax reform 

bill, of course, has become law, 
although representations of 
business and other interests 
brought about certain changes in 
the earlier proposals, and some 
undertaking to consider other 
changes. How the new law will 
affect individuals, business and the 
economy will be observed anxiously 
by all responsible persons. The 
other major proposal of 
government of general interest 
related to replacement of the 
Combines Investigation Act. The 
proposed Competition Act was 
withdrawn (for re-introduction 

in 1972), but it would have 
created widespread confusion in 
the every day conduct of business 
and would have required the 
reporting of most common 
business practises to government 
and allowed a government board 
the right to dictate business 
methods, with results no one could 
foresee. It is to be hoped that the 
many representations which have 
been made will result in 
reconsideration of the measure 
before it is re-introduced. 


Partly as a result of the increased 
market for oil, and the slight rise in 
prices, the Company has enjoyed 

a very good year, with record 
earnings, cash flow and production. 
Gross income rose to $47.8 million. 
Earnings increased to $9.8 million 
($2.04 per share), compared with 
$6.1 million ($1.28) in 1970. 

A non-recurring item in 1970 
increased total earnings that year 
to $1.54 a share — there was no 
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comparable item in 1971. Cash 
flow was $24.6 million ($5.12 per 
share — $4.16 in 1970). 


The Company’s exploration efforts 
during the year put increasing 
emphasis on the frontier areas. 
Reference to the map inside the 
back cover of this report will 
indicate the general areas where 
the Company has land holdings. 
Extensive geophysical surveys were 
conducted during the year and are 
continuing in many of these areas. 
Certain exploratory drilling 
operations are in progress at time 
of writing and are in advanced 
planning stages at other locations. 


In the marketing field the Company 
continues to observe closely 
developing trends in order to 
evaluate the competitive forces at 
work in the market place. An 
interesting development is taking 
place in Western Canada in 
connection with distribution 
patterns — with the installation of 
product pipelines to deliver 
products from centrally located 
major refining facilities. 


Protection of the environment and 
control of pollution continue to 
receive considerable public 
attention. While, like many other 
matters which are “news” for a 
while, the relative importance of 
these items is probably over-stated, 
the Company is taking great care 
that its operations are conducted in 
full compliance with relevant 
regulations in order that they may 
Cause no undue deterioration in 
quality of soil, water or air. 


Towards the end of the year Peace 
River Oil Pipe Line Co. Ltd., in 
which the Company has an interest, 


sold a section of its line and from 
a portion of the proceeds paid off 
certain indebtedness in respect of 
which the Company had a 
contingent liability. The result, so 
far as the Company is concerned, 
is that reference to that contingent 
liability in the notes to the financial 
Statements has been omitted. 

It appeared in Note 6 in the 1970 
Report. 


With the retirement of Harold S. 
Foley from the board of directors in 
March of 1971, the Company lost 
one of its most valued advisers, 
who had helped guide it through its 
early years and set it on the path 

to the success it has enjoyed. 

Mr. Foley was and remains a friend 
of directors, officers and those of 
the employees who had occasion to 
know him. All at Union wish him 
well. In September Robert R. 
Roethke resigned as Vice-President 
—Production, a post he had held for 
10 years, to accept an appointment 
in the United States. Clement W. 
Dumett, Jr., Vice-President — 
Exploration, was appointed Vice- 
President — Production and Gerald 
P. Salisbury, who had been Chief 
Geologist of the Company for 
several years, became Vice- 
President — Exploration. 


The sincere thanks of the directors 
and management are extended to 
the employees whose expertise and 
continued efforts and performance 
enable the Company to maintain 
its growth pattern. 


By Order of the Board 
President 
February 21, 1972. 


Exploration 

Union continued in 1971 to explore for oil and gas 
throughout western Canada and expanded its efforts 
in the frontier regions. Petroleum and natural gas 
rights totalling 196,000 acres, practically all on 
Devonian reef prospects in Alberta and British 
Columbia, were acquired during the year at a total 
cost of $1.5 million. An additional 697,000 acres 
were acquired through farmout agreements or by 
filing (direct from the government on application). 
During the year 1.0 million acres were surrendered, 
including 963,000 acres dropped after geological 
and geophysical evaluation and 73,000 acres 
returned to the Crown on conversion of permits and 
reservations to lease. Interests in an additional 
35,000 acres were contributed to other companies 
for the drilling by them of exploratory wells on 
Union acreage. At December 31, 1971, Union held 
under lease, permit or reservation 5.5 million acres, 
332,000 acres of which are held by production. 


Seismic surveys covering 1,150 line miles were 
completed. Additional seismic data on 1,050 line 
miles, acquired through trade or purchase, were 


Land Holdings at December 31, 1971 (acres) 


reprocessed and interpreted. An extensive seismic 
program was completed on a group of permits 
covering 506,000 acres in British Columbia, south of 
Dawson Creek, in which Union holds a 50% interest. 
It is anticipated that the results will lead to the 
drilling of one or more deep Devonian tests during 
1972. Seismic work was completed on a 600,000 
acre block in the Upper Mackenzie River Valley, 
180 miles southeast of Norman Wells, as part of 
an optional exploration program under which Union 
may earn a 50% interest. A 7000 foot well will be 
commenced on this block in February, 1972. 


Seismic work was begun on a 471,000 acre block 
90 miles east of Inuvik in the Lower Mackenzie 
district under an option agreement by which Union 
may earn a 50% interest. During July and August 

a gravity and magnetometer survey was completed 
on a 551,000 acre block (Union 50%) in the 
northern Yukon to provide additional information 
for drilling planned in the 1972-73 season. 
Processing and interpretation of seismic data on 
Union’s acreage in the Beaufort Sea have been 


Reservations & Permits* Leasehold Total 
Gross Net Gross Net Gross Net 
Alberta . ; 963,783 683,169 1,360,572 846,025 2,324,355) 221,529,194 
British Columbia . 1,864,986 1,133,502 714,417 333,046 2,579,403 1,466,548 
Saskatchewan . 26,880 15,960 704,235 458,522 pei hen Ei ie: 474,482 
Manitoba ss 205i sak uargeieuants a —— 9,585 8,515 9:585 S515 
N.W.T., Yukon, and Arctic Islands 2,968,556 1,855,184 362,726 185,232 3,331,282 2,040,416 
TOTAL 3,191 5352-31-6345340 


5,824,205 3,687,815 


8,975,740 5,519,155 


* Approximately 50% of the area of each permit or reservation may be converted to leases 


completed, and drillable prospects defined. A major 
effort is underway to solve the wide array of 
problems that arise in planning a marine drilling 
program in these waters. 


At the year’s end a rig and supplies were at the 
well-site of the Union Amoco McPherson B-25 ready 
for drilling commencement in early January. The 
well, located 100 miles south of Inuvik, is a proposed 
14,000 foot Ordovician test. 


As suggested by the foregoing, a major increase in 
Union’s exploration activity in the frontier regions is 
planned for 1972. 


Drilling 
The Company participated in the drilling of 53 


exploratory and 65 development wells in which it 
had partial or full interest. 


Exploratory drilling resulted in the completion of 


three oil wells and five gas wells on Union lands. 
Significance of these discoveries remains to be 


determined by further drilling. 


Drilling Operations 1971 


Successful development drilling for oil and gas was 
conducted in 12 fields in Alberta, British Columbia 
and Saskatchewan. Activity of particular interest 
includes a gas well which extended the limits of 
the Aitken Creek field in British Columbia and 
continued development of the Suffield and West 
Beverly oil fields in Saskatchewan. 


Production 


Capital expenditures for production facilities 
amounted to $2.4 million and were directed mainly 
to enhanced recovery projects and facility 
enlargement. Projects in this total include 
electrification at Red Earth, increased production 
capacity at Virginia Hills, and waterflood facilities 
for two Hastings Units in Saskatchewan and for the 
Crush Unit in British Columbia. A project to test a 
new application of combustion recovery was 
commenced in the Fosterton Northwest Roseray 
Sand pool in Saskatchewan. The project is 
experimental and will test combustion as a tertiary 
recovery method following a waterflood. 


Oil Gas Service Dry Total 

Gross Net Gross Net Gross’ Net Gross Net Gross Net 
Exploratory Wells 
Albettasn 2k. 2 ss 2 1.00 os — 19 5.67 23 7.42 
British Columbia . 1 50 3 a75 = aan 15 8.12 19 9.37 
Saskatchewan . : ae a — — — — 9 60 9 .60 
Northwest Territories — —— = —— — — 2 .50 2 .50 
TOTAL 3 eZ) iS 175 — — 45 14.89 5S 17.89 
Development Wells 
Albertaseeac 205 4.50 4 .97 1 19 2.50 17 8.16 
British Columbia . 1 1.00 1 50 me = 5 2.49 7 3.99 
Saskatchewan . 7 5.26 — — 5 1.59 12 2.63 41 9.48 
TOTAL 10.76 5 1.47 6 1.78 23 7.62 65 21.63 
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Crude Oil and Condensate 


Crude oil and condensate production averaged 
28,723 and 3,687 barrels per day respectively, or a 
total of 32,410 barrels per day, a modest increase 
over 1970. The improvement resulted primarily 
from higher allowable rates in Alberta which more 
than offset declining production in British Columbia 
and Saskatchewan. The average wellhead price 
received was $2.69 per barrel, an increase of 
10.2% over the prior year’s average of $2.44 per 
barrel. 


Continuing improvement in performance of the 
Kaybob South plant, further increases in allowables 
for Alberta oil and additional development drilling 
should provide higher production rates in 1972. 


Natural Gas and Associated Products 


Natural gas sales averaged 47 million cubic feet 
per day, compared with 44 million cubic feet in 
1970. The increase is attributable to various 
properties in Alberta. The average price received 
was 12.4 cents per thousand cubic feet, compared 
with 12.1 cents in the prior year. Both production 
and average price are expected to increase in 1972. 


Propane and butane production increased 13% to 
1,548 barrels per day. The average plant price 
received on sales was $1.23 per barrel, up from 
$1.03 per barrel in 1970. Production rates should 
improve slightly in 1972. 


Sulphur production increased to 92,200 long tons, 
from 87,800 long tons in 1970, and should remain 
at this level through 1972. 


Supply and Transportation 

In 1969, because of the growth and diversification 
which had taken place in the Company’s production, 
a supply and transportation group was formed 


and charged with direct responsibility for marketing 
all production (other than refined products). The 
field of operations of this group was expanded in 
1970 and 1971 to supply raw materials to additional 
refineries in Canada and in the United States, and 
to market increasing volumes of products associated 
with natural gas. 


Sales of propane and butane increased in 1971 with 
extension of existing market areas and acquisition 
of new customers. Propane is sold in eastern 
Canada, across the northern United States and as 
far south as California. Butane, which is used 
primarily as a refinery feedstock, is distributed to 
customers in Alberta, the Pacific Northwest and 
the Rocky Mountain states. 


As a result of the world-wide oversupply conditions 
which developed in the latter part of 1968, both 
Sales volume and revenue from sulphur have 
continued to decrease, and in 1971 gross sales of 
sulphur totalled 55% of production. Most Company 
Sulphur sales are made in molten form to customers 
throughout North America, and the remainder is 
sold in dry bulk form to the export market through 
the port of Vancouver. 


Unit prices for production of crude oil, natural gas 
and associated products are expected to remain 
constant or increase slightly in 1972. An oversupply 
of condensate developed in late 1971, partly as a 
result of decreased refinery demand, and will 
probably continue through the spring of 1972. As 

a result, a somewhat lower price for condensate is 
anticipated in the coming year. 


The Company-operated gas gathering system, 
constructed in northeastern British Columbia during 
late 1970, has operated satisfactorily and during 
1971 transported an average of 18.7 million cubic 
feet per day. 


Production of Crude Oil and Condensate Reserves 
Average net daily barrels 


1971 1970 1971 1970 
Alberta eee oil ae 
ondensate (bbls) 
eee Bes pie Abeta es 82,701,000 86,555,000 
ie Benge SAD i'g42.~—C=Bitish Columbia .... 15,895,000 16,337,000 
Scene one ier Oe a a Saskatchewan ...... 42,048,000 45,384,000 
ve Manitoba tenes: 
Cee 1,856 2.031 Se fee OU ts 189,000 
NOAM oteeis a Riscnn 141,283,000 149,015,000 
13,541 11,853 qr SS eee ees 
British Columbi Natural gas (mcf) 
ritish Columbia AIDEaak eae ee 226,883,000 242,979,000 
RANhiGatin we wert et, ee sea 3,409 4,306 British Columbia .... 256,574,000 205,233,000 
PastnReeiaveninsee is nia es 17230 elie? Saskatchewan: 3. 24. 21,213,000 18,899,000 
DARK CTIA esa oer ae 939 906 Northwest Territories . . 5,395,000 5,395;000 
Be ey eee noe eee TOTALS te 510,065,000 472,506,000 
; 6,856 7,633 Liquefied petroleum 
Saskatchewan a (bbls) 
pier ee 1,626 1,503 at ee MES SE et pata 6,293,000 6,428,000 
Babrunt ee. cee 1,476 TOS ns (long tons) 
North Premier... ..... 1,377 1,638 Sa eee 8)? Bre Us000 Peres 
FOStehtONniee ere. a ee 1,249 1,309 
BENE SOE Ee SS eect aurea 7d 2 885 : 
Bie cessy ester ate 719 g01 Production of Natural Gas 
Steelman aww te cts: cats 612 640 Average net mcf/d 
NoOttiIngAaNl senses inet tc alsy ws 583 583 
Martingsie ais. 475 562 OUR Pode 
INStOWPomeeeeer me trtter ots et 9 492 555s Alberta 
EDONS meee hie ects ctsteees) els 2,344 2,156 KaybobuSouttin ses4 ee. 8,633 6,840 
Grosstieldimemeatwn se! anton: 4,889 4,201 
BN ES a Alexandeperrseac wa to 1,655 752 
Manitoba 288 300 WiestloG Knesset sneehsmpt cs. 1,438 1,299 
OUeKSaarar cere ce ees 6,889 5,493 
OTA leer mete et aon 3s 32,410 31,920 33,504 19,585 
British Columbia 
Clarkes Lakere wun wee eee 14,551 16,621 
Willow eeiecainrean sain an tenets ate 2,684 2,059 
OTERSe een eenane eo 2,087 1,230 
19,322 19,910 
Saskatchewan 
AllIBZSOULCES Bawacts aes soe. 4,302 4,594 


TOT Aerrrutepetens ieee or eas 47,128 44,089 


Reserves 


The Company’s net proven developed and 
undeveloped reserves at year end, with comparative 
figures for the previous year, as calculated by its 
reservoir engineers, are summarized in the 
accompanying table. The developed reserves are 
the quantities that can be recovered through 
existing facilities. Undeveloped reserves are the 
volumes estimated to be recoverable from wells 
to be drilled on proven undrilled acreage, from 
existing wells requiring recompletion and as the 
result of the installation of new facilities for fluid 
injection or gas processing. 


Refining 


Union’s Prince George refinery extended its 
excellent operating record through 1971 and 
processed 2.2 million barrels of crude oil and 
condensate. The average calendar day throughput 
of 5,955 barrels was the highest since placing the 
refinery on stream in 1967. 


The Company’s established high product quality 
standards were maintained in manufacturing a full 
range of motor gasolines, diesel fuels, heating oils, 
asphalt paving cements and road oils. Additions and 
improvements to plant and equipment were 
completed as originally planned and at 

projected cost. 


Marketing 


Sales volume of petroleum products for the year was 
60.1 million gallons, an increase of 12.4 per cent 
over the preceding year. Increased sales were 


recorded for all product types being manufactured 
and for all classes of trade. 


New retail marketing outlets were established during 
the year at several key locations on major highways 
and in urban areas on commuter routes. At year 
end Union products were being marketed at 83 
retail units and six marketing plants throughout 
British Columbia and Alberta. An additional four 
retail units were essentially complete. The Company 
plans to extend this network during 1972 to increase 
the degree of brand acceptance and the impact 

of Union 76 in the marketplace. 


The highest priority has been placed on providing 
attractive, well designed service stations that 
are conveniently located for the motorist and 
efficiently operated by independent businessmen 
to offer the finest in products and services. This 
marketing posture will enhance the relationship 
between manufacturer and consumer, and has a 
great deal more merit than simply using price 
discounting practices to attract new customers. 


Special attention was given during this year to 
increasing the sale of petroleum products to 
commercial and industrial customers throughout 
the marketing area. Industrial sales representatives 
are now active in Vancouver, Calgary and Prince 
George, where the company has acquired a number 
of important industrial accounts, and business is 
developing at an encouraging rate. 


Emphasis has been placed on the implementation 
of new market development programs including 
expansion of the credit card system, adoption of 
effective advertising techniques, institution of 
intensive training courses for lessee-dealers and 
sales personnel, and promotion of accessory sales. 
An aggressive approach to these aspects of the 
business will materially assist in operating 
effectively to increase sales. 


Following is a summary of the Company’s financial 


activities for 1971. 
Net earnings after provision for deferred income 


taxes were $9.8 million, or $2.04 a share, compared 


with $6.1 million, or $1.28 a share, in 1970. 


Cash generated from operations totalled 
$24.6 million ($5.12 a share), an increase of 23% 
from $19.9 million ($4.16 a share), in 1970. 


A comparative analysis of income from all sources follows: 


Crude oil 

Condensate . 

Natiifale aS sees 

Liquefied petroleum gases . 

SUMO MUI ge Re 

Refined products . 

IMLEKESUMINCOMED =e. 2 2 aver evs sae Gea a ees 
Dividends from non-controlled companies . 
Profit (loss) on sale of properties . 
Facility rental and service charges . 
Miscellaneous income . 2 


Because of changes in certain product supply 
agreements during the year, the amounts shown 
for income and expense for the Refining and 
Marketing operations are not directly comparable 
with figures for 1970. 


Total expense for the year was $37.0 million, an 
Capital expenditures are summarized as follows: 


Development 

Explorationieminee sunocoe = 
Refining and marketing 
Other . SSS 


Working capital increased during the year to $16.4 


million, up from $4.8 million at the end of 1970. 
The Company has no liability for the payment of 


income taxes at the present time; however, provision 


1971 1970 
$ 27,496,000 $ 24,548,000 
4,356,000 3,888,000 
2,139,000 1,947,000 
639,000 517,000 
234,000 573,000 
10,963,000 7,820,000 
383,000 96,000 
553,000 51,000 
(73,000) 102,000 
863,000 978,000 
237,000 183,000 
$ 47,790,000 $ 40,703,000 


increase of $3.5 million or 10%, compared with 
1970. Cash operating expense increased $2.5 
million or 12% over the previous year. Non-cash 
expense for the year totalled $13.8 million, up 

9% from the amount of $12.7 million charged in 
the accounts for 1970. 


1971 1970 
$ 4,439,000 $ 5,542,000 
6,447,000 7,082,000 
1,705,000 2,544,000 
248,000 798,000 
$ 12,839,000 $ 15,966,000 


for deferred income taxes is made as described 
in Note 3 to the Financial Statements. 


Financial statistics for the past 10 years appear 
on pages 18 and 19 of this report. 


and its wholly owned subsidiary 


December 31, 1971 


(with comparative figures at December 31, 1970) 


Assets 


Current Assets 


Cash 
Short term deposits 
Accounts receivable 


Inventories (Note 5) 
Crude oil, condensate, sulphur and refined products 
Materials and supplies 


Property, Plant and Equipment, at cost (Note 7) 


Less: Accumulated amortization, depletion and depreciation 


Other Assets 
Long term receivables 
Investment in non-controlled companies, at cost 
Operating and performance deposits 
Prepaid and deferred charges 


1971 


$ 515,000 
11,907,000 
10,690,000 


1,518,000 
827,000 


25,457,000 


165,329,000 


48,514,000 
116,815,000 


580,000 
952,000 
664,000 


1,147,000 


3,343,000 
$145,615,000 
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1970 


$ 396,000 
1,801,000 
8,738,000 


1,955,000 
847,000 


13,737,000 


160,487,000 
42,541,000 


117,946,000 


524,000 
923,000 
613,000 
904,000 


2,964,000 


$134,647 ,000 


Director 


Director 
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Liabilities 


Current Liabilities 


Accounts payable and accrued liabilities 


Deferred Income Taxes (Note 3) 


Shareholders’ Equity 
Share Capital (Note 8) 
Authorized 
7,500,000 shares of the par value of $1 each 
Issued and fully paid 
1971 - 4,793,710 
1970 - 4,789,430 
Contributed Surplus 


Earned Surplus 


1971 


> °9;071,000 


6,699,000 


4,794,000 


73,292,000 
78,086,000 
547597000 
129,845,000 


$145,615,000 


1970 


$ 8,981,000 


5,739,000 


4,789,000 
73,160,000 
77,949,000 
41,978,000 

“119,927,000 
$134,647,000 


Year ended December 31, 1971 


(with comparative figures for 1970) 


Income 


Sales of crude oil, condensate, natural gas, liquefied 
petroleum gases, sulphur and refined products 
Other income 


Total income 


Expense 


Production 

Exploration 

Rentals on unproven lands 
Amortization of unproven lands 
Depletion 

Depreciation 

Dry holes and abandonments 
Refining and marketing 

General and administrative (Note 4) 


Total expense 


Earnings before provision for deferred income taxes 
Provision for deferred income taxes (Note 3) 


Earnings for the Year before non-recurring profit 
(per share — 1971 $2.04, 1970 $1.28) 


Non-recurring profit 


Earnings for the Year 
(per share — 1971 $2.04, 1970 $1.54) 


1971 


$ 45,827,000 
1,963,000 


47,790,000 


7,414,000 
1,203,000 
1,381,000 
3,390,000 
1,641,000 
5,295,000 
3,497,000 
10,140,000 
3,088,000 


37,049,000 


10,741,000 
960,000 


9,781,000 


$ 9,781,000 


1970 


$ 39,293,000 
1,410,000 


40,703,000 


7,017,000 
1,393,000 
1,591,000 
3,9:15;000 
2,004,000 
4,859,000 
1,962,000 
7,715,000 
3,057;000 


33,513,000 


7,190,000 


1,050,000 


6,140,000 


1,257,000 


Pin, (997,000 
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Year ended December 31, 1971 


(with comparative figures for 1970) 


Contributed Surplus 
Paid-in premium on shares issued 
Balance January 1 
Additions during the year (Note 8) 


Balance December 31 


Earned Surplus 
Net earnings retained in the business 
Balance January 1 
Add: Earnings for the year 


Balance December 31 


1971 


$ 73,160,000 
132,000 
$ 73,292,000 


$ 41,978,000 
9,781,000 
$51,759,000 


1970 


$ 73,156,000 
4,000 
$ 73,160,000 


$ 34,581,000 
7,397,000 
$ 41,978,000 


(with comparative figures for 1970) 


Source of Funds 


Sales of crude oil, condensate, natural gas, 
liquefied petroleum gases, sulphur, and refined 
products, and other income 


Less: Expenditures for production, exploration, rentals on 
unproven lands, refining and marketing and for general 
and administrative expense 


Funds provided from operations 


Issue of shares (Note 8) 

Disposal of property, plant and equipment 
Sale of interest in non-controlled company 
Net decrease in other assets 


Employment of Funds 


Capital expenditures 
Net increase in other assets 
Decrease in term loan 


Increase in Working Capital 


Year ended December 31, 1971 


1971 


$ 47,790,000 


23,226,000 
24,564,000 


137,000 
147,000 


24,848,000 


12,839,000 
379,000 


13,218,000 


$ 11,630,000 


1970 


$ 40,703,000 


20,773,000 
19,930,000 


4,000 
212,000 
1,811,000 
50,000 
22,007,000 


15,966,000 


2,040,000 
18,006,000 


$ 4,001,000 


IS 


Notes to the Financial Statements 


Note 1 — Summary of Accounting Practices 


There have been no changes in the Company’s accounting 
practices during the year. 


The Company’s accounting practice in respect of | 
expenditures related to exploration and production Is 
outlined below. 


All such expenditures, with the exceptions noted, are 
charged to expense when incurred. 


The cost of drilling wells, the cost of acquisition of oil 
and gas properties, the cost of geophysical surveys and 
the cost of production equipment and facilities are 
capitalized when incurred. 


Subsequently, 


— the cost of dry holes, and the cost of geophysical 
surveys which do not result in the acquisition or 
retention of lands, are charged to expense on an 
annual basis in accordance with the 
Company’s experience. 


— costs attributed to unproven lands, which include the 
cost of geophysical surveys which have resulted in 
acquisition or retention of lands, are amortized by 
charging to expense each year an amount calculated 
to write off these costs over the estimated period 
of retention of the lands concerned. When unproven 
lands are surrendered, the accumulated amortization 
is reduced by the costs attributed to such lands. 


— costs of producing properties, including related 
geophysical costs, are charged to expense as 
depletion, which is calculated on a unit of production 
basis, using in the calculation total proven reserves, 
both developed and undeveloped. 


— costs of drilling successful wells and costs of 
production equipment and facilities are charged to 
expense as depreciation, which is calculated on a unit 
of production basis. The reserves used in this 
calculation are proven, developed reserves. 
Depreciation on general facilities is calculated on a 
straight line basis. 


Provision has been made for-certain deferred income taxes, 
particulars of which appear in Note 3. 

Note 2 — Principles of Consolidation 

The consolidated financial statements include the accounts 


of Union Oil Company of Canada Limited and its wholly 
owned subsidiary, Union Oil Holdings Limited. 


Note 3 — Income Taxes 


Under the provisions of the Income Tax Acts, each of the 
Company and its subsidiary company may deduct its drilling 
and exploration expenses from current income. Any excess 
of such expenses in any year may be carried forward to 
apply against future income. In addition, the Acts authorize 
capital cost allowances which may be greater than the 
corresponding depreciation recorded in the companies’ 
accounts. As a result of the application of these provisions, 
ie HEU taxes were payable by either of the companies 

or ‘ 


At December 31, 1971, accumulated drilling and exploration 
expenses aggregating approximately $31,000,000 for both 
companies were carried forward for use in computing taxable 
income in future years. There remained at the same date 
approximately $27,400,000 of assets in respect of which 
capital cost allowances may be claimed. At December 31, 
1970, the comparable figures were approximately 
$40,000,000 and $27,800,000. 


Following general practice in the industry, the Company 
makes provision in the accounts for the amount of income 
taxes deferred by reason of the difference between income 
tax calculations and financial accounting practice relative to 
depreciable assets. The amount provided for deferred income 
taxes is $960,000 for 1971 and cumulatively $6,699,000. 


It is not considered appropriate at this time to provide for 
income taxes which are deferred by reason of differences 
between income tax calculations and financial accounting 
practice relative to drilling and exploration expenses. 

While this view conforms with general practice in the oil and 
gas industry and is accepted by accounting authorities 
outside Canada, it differs from the income tax allocation 
basis of accounting recommended by the Accounting and 
Auditing Research Committee of The Canadian Institute of 
Chartered Accountants, which would also make provision for 
income taxes deferred by reason of timing differences 
relating to drilling and exploration expenses. No provision 
has been made in the Company’s accounts for income taxes 
which might be considered to be deferred by reasons relative 
to such expenses. If the deferred tax theory had been 
followed with respect to drilling and exploration expenses, 
earnings in 1971 would have been reduced by $2,240,000 
($1,300,000 in 1970), and the cumulative amount of deferred 
income taxes in respect of such differences to December 31, 
1971 would have been $10,871,000. 


If the deferred tax theory had been followed in respect of 
timing differences relating to both depreciable assets and 
drilling and exploration expenses, the total provision for 
deferred taxes which would have been required for 1971 
would have been $3,200,000 ($2,350,000 in 1970), and 
the cumulative amount of such provision at December 31, 
soe le have been $17,570,000 ($14,370,000 at end 
of 1970). 


Note 4 — Remuneration Paid to Directors and 
Senior Officers 


Statement required by Canada Corporations Act: 


(a) number of directors — five 
aggregate remuneration as directors — $2500 
(b) number of officers — seven 


aggregate remuneration as officers — $250,680 
(c) number of officers who are also directors — two 


Statement required by certain provincial Securities Acts: 


Aggregate direct remuneration paid or payable by the 
Company and its consolidated subsidiary to the directors and 
senior officers of the Company amounted to $253,180. 


Note 7 — Property, Plant and Equipment 


Note 5 — Inventories 


Valuation of inventories is at or below average cost but does 
not exceed net realizable value. 


Note 6 — Commitments and Contingencies 


In accordance with relevant regulations, the Company has 
issued non-interest bearing demand notes which are on 
deposit with the governments of Canada and Alberta to 
guarantee the performance of exploratory work in respect of 
certain Crown oil and gas rights granted to the Company. 
These demand notes total $4,287,784 at December 31, 1971. 


The Company is contingently liable for the payment of 
principal (to a maximum amount of $2,725,000) and interest 
in respect of certain debentures of a pipeline company of 
which Union Oil Company of Canada Limited is a 
shareholder. 


at December 31, 1971 


Accumulated 
depletion, Net 


Gross depreciation investment 

investment and Net December 

at cost amortization investment 31, 1970 
Unproven: lands *.) 3.9. se nebe aie oa ae wen ene bare 5 OO OHI) $ 3,670,000 $ 22,199,000 $ 22,639,000 
Proven lands ey we Rea taboo tan ges 36,937,000 18,567,000 18,370,000 19,564,000 
Exploration work in progress. . 1,064,000 — 1,064,000 1,046,000 
Oil and gas wells and facilities . 56,965,000 19,101,000 37,864,000 37,307,000 
Gas plants and facilities . 15,565,000 3,344,000 12,221,000 12,924,000 
Marketing sites and facilities . 16,078,000 1,195,000 14,883,000 13,882,000 
Refineryo utc) (Gu e Ren sions ite 10,115,000 1,934,000 8,181,000 8,607,000 
Other facilities and equipment . 2,736,000 703,000 2,033,000 1,977,000 


$165,329,000 


Note 8 — Share Capital 
The following is a summary of shares issued during 1971: 


Issued for cash pursuant to 
stock options granted in 1970 . 


At December 31, 1971, options which were authorized 
September 17, 1970, to purchase shares of the Company 
were held by certain employees in respect of 4,290 shares, 
and by certain officers (one of whom is a director) in 


$ 48,514,000 


$116,815,000 


$117,946,000 


Credited to 
Number of Total Share Contributed 
Shares Consideration Capital Surplus 
4,280 $ 136,746 $ 4,280 $ 132,466 


respect of 6,450 shares. The option price is $31.95 per share 
(90% of the market price at the time of grant). Options may 
be exercised within 10 years from the date of grant. 
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To The Shareholders of 
Union Oil Company of Canada Limited 


We have examined the consolidated balance sheet of Union 
Oil Company of Canada Limited and its wholly owned 
subsidiary as at December 31, 1971, and the consolidated 
statements of earnings, surplus and source and employment 
of funds for the year then ended. Our examination included 
a general review of the accounting procedures and such tests 
of the accounting records and other supporting evidence as 
we considered necessary in the circumstances. 


Calgary, February 14, 1972. 


In our opinion, these consolidated financial statements 
present fairly the financial position of the companies as at 
December 31, 1971, and the results of their operations and 
the source and employment of their funds for the year then 
ended, in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 


McDonald, Currie & Co. 
Chartered Accountants. 


(in thousands of dollars, 


Financial except where otherwise specified) 


Income from all sources 
Cash expense 


Cash flow from operations 
Dollars per share 
Non-cash expense 
Provision for deferred income taxes 


Earnings (loss) for the year 
Dollars per share 


Non-recurring profit 
on sale of assets 
Dollars per share 


Working capital 
Property, plant and equipment, net 
Investments and other assets 


Total assets employed 
Loans and other liabilities 
Accumulated provision for deferred 
income taxes 


Shareholders’ equity 
Dollars per share 


Number of shares issued and outstanding 
Number of shareholders 


Capital expenditures 
Development drilling 
Oil, gas and gas plant facilities 
Exploratory drilling 
Geophysical surveys 
Acquisition of oil and gas properties 
and other rights and interests 
Refining 
Marketing 
Other 


Total 


Operating 


Average net daily production 
Crude oil and condensate (bbls.) 
Liquefied petroleum gases (bbls.) 
Natural gas (mcf) 
Sulphur (long tons) 
Net proven reserves 
Crude oil and condensate (000 bbls.) 
Liquefied petroleum gases (000 bbls.) 
Natural gas (mmcf) 
Sulphur (long tons) 
Land holdings (000 net acres) 
Refinery throughput (bbls. per calendar day) 
Number of employees 


* Proven developed reserves only 
** First full year of operation 


1971 
47,790 


23,226 


24,564 
5.12 
13,823 
960 


9,781 
2.04 


16,386 


116,815 
3,343 


136,544 


6,699 


129,845 


27.09 


4,793,710 


917 


2,089 


32,410 
1,548 
47,128 
253 


141,283 
6,293 
510,065 
1,190,099 
5,919 
5,955 

357 


1970 
40,703 


20,773 


19,930 
4.16 
12,740 


1,050 


6,140 
1.28 


di2o7 
0.26 


4,756 
117,946 
2,964 


~ 125,666 


B,7 39 


EES BPR 


25.04 


4,789,430 
1,041 


2,130 
3,412 
2,444 
3,009 


1,629 
127 
2,417 
798 


15,966 


31,920 
1,369 
44,089 
241 


149,015 
6,428 
472,506 
1,240,613 
5,681 
5,143 
329 


Oo 


114,933 
3,567 


1195255 


2,040 


4,689 


112,526 


$ 


23:50 


4,789,300 
1,037 


2,968 
3,202 
1226 
1,611 


3,858 
1,286 
4,618 

337 


$r5-19}106 


29,770 
392 
42,653 
206 


148,109 
6,686 
466,168 
Uecon ai 78 | 
6,628 
5,720 
286 


$ 


1968 
30,896 


14,223 


16,673 
3.48 
11,417 


1,741 


3)515 
Ors 


(2,592) 


108,192 
3,764 


109,364 


3/989 


105;375 


$ 


22.00 


4,789,300 
L2t2 


$ 


5,276 
12;039 
L796 
1,914 


934 
ES Y/ 
3,970 
158 


26,424 


145,737 
6,765 
454,384 

1 278;279 
7,997 


4,061** 


234 


1967 
255205 


8133: 


17,132) 
3.58 
10,279 


1,190 


5,663 
1.18 


8,083 
93,240 
Zoo 


104,108 


2,248 


101,860 


21.27 


4,789,300 
Pato 


3,465 
1,592 
1,685 
a500 


Zor 
6,125 
2,576 

170 


$..-221;535 


26,960 


Zot 


143,937 
6459 
405,796 
1,241,202 
6,169 


191 
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1966 1965 1964 1963 1962 
$ 23,947 Ae laa) $ 6,939 $ 7,478 $ 5,446 


6,994 3,451 B5107 2,841 2,706 
16,953 8,826 5,832 4,637 2,740 
3.56 2.45 1.62 1.28 0.76 
10,575 5,537 4,624 4,419 5,338 

(362) 546 451 423 ous 
6,740 2,743 757 (205) (2,598) 
1.41 0.76 0.21 (0.06) (0.72) 

ae 12,087 si as mies 

ae 3.36 fe oe us 
12,574 13,535 (104) (12) 3,062 
82,213 74,942 51,208 50,064 46,283 
2,225 1,986 773 828 939 
97,012 90,463 51,877 50,880 50,284 

101 23,367 167 378 se 

1,058 1,420 874 423 so 
95,853 65,676 50,836 50,079 50,284 
MeO aor eel). SA 12) $213.91 S$. 13.97 
4,768,050 3,600,600 3,600,000 3,600,000 3,600,000 


1,451 1,865 2,2/2 2,096 2,387 


$ 4,436 $ 3,315 $ 2,182 $ 3,272 $ os2 


2,680 1,426 1,072 1,077 502 
2,426 for 839 Mrs Og) 774 
£633 360 290 424 338 
27,196 1,554 1,409 ap SI 5,681 
1,893 278 — — — 
994 — — — = 


110 103 30 30 47 
$ 41,368 $ 8,547 $ 5,822 $ 8,239 $ 8,914 


26,405 12,030 9,745 8,230 5,760 
24,028 13,700 10,600 11,500 10,400 
133,079 127,483 02,988 45,278* 40,985* 

390 408 — — — 
403,274 367,879 21,l29 266,112 254,037 
659:279 249,129 — Lee Bale 

77 Bi825 1,576 1,857 4,070 
133 HZ 83 79 76 


union 


UNION OIL COMPANY 
OF CANADA LIMITED 


R. A. Burke 
Senior Vice-President, Union Oil Company of California, 
Los Angeles, California 


W. E. Farrar 
President, Union Oil Company of Canada Limited, 
Calgary, Alberta 


H. S. Foley (Retired March, 1971) 
Vice-President and Director, Bank of Montreal, 
Vancouver, British Columbia 


Fred L. Hartley 
President, Union Oil Company of California, 
Los Angeles, California 


C. F. Parker 
Senior Vice-President, Union Oil Company of California, 
Los Angeles, California 


James M. Tory, Q.C. 
Partner, Tory, Tory, DesLauriers and Binnington, 
Toronto, Ontario 


Fred L. Hartley Chairman of the Board 

W. E. Farrar President 

G. P. Salisbury Vice-President, Exploration 

C. W. Dumett, Jr. Vice-President, Production 

J. C. Browning Vice-President, Refining and Marketing 
W. P. Taylor Secretary and General Counsel! 


J. I. Bell, C. A. Treasurer, Comptroller, and Assistant Secretary 


Incorporated under the Laws of Canada 


LITHOGRAPHEO IN CANADA 


Head Office 
335 Eighth Avenue S.W., Calgary, Alberta 


Transfer Agent and Registrar 

The Royal Trust Company, Calgary, 
Montreal, Toronto, Winnipeg, Vancouver 
Subsidiary 

Union Oil Holdings Limited 


Stock Exchange Listings 

The shares of the Company are listed on 
the Toronto, Montreal, Vancouver and 
Calgary Stock Exchanges. 


The acquisition of shares of the Company 
is exempt from the application of the 


United States Interest Equalization Tax Act. 


Auditors 
McDonald, Currie & Co. 
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INTERIM REPORT 


JUNE 30, 1971 


UNION OIL COMPANY OF CANADA LIMITED 


to the 
shareholders: 


USI KE) PREMADE VT BES VER Sek aS er ery bay eb esd) akon Ye ar 
am pieased to report that Company | net ea! rnings ana 


cash flow reached a new high during the first half of 


Ata Ailes mot NGS NG me Moyes lear 
Net earnings amounted to $4,076,000, or 85¢ per 


share anamnared wit 26 Mur Anvil r ++ 
share, compared with $2,686,000, or 56¢ per sh 


exceeded the 1970 figure of 


AA ew stes Fab ae | SUS rie ae 
per share for the first half year 
eyes 107N 
for 1970. 


uU 1e company participated 
in dri Of these, seven were 
exploratory in two gas discoveries, 
rit in Alberta. Of the 13 


productive of oy two 


earvice BS eI Ne RO PRA D A 
>rvice wells, and three were abandoned. 


EN RIAPr Veode A Saree An elon Wieveel rary ers PARES SS ocr ; Karcad 
During June a drilling rig and supplies were barged 

o oS oS ah) oO 
down for the late 
| £ 


Fort NV CAN In ¢t \Inrthaisact Tarritnriac | palo 

Fort McPherson in the Northwest Territories. Location 
an exploratory 
ind in the Queen 


miles west of 


Geophysical activity for the period included the com- 


alist Pp a i rales stall tl rar 
pletion of gravity programs in the North- 
west Territories and the operation of one seismic 
lharte 
Tl Al ,erlta 


chewan He the first 


DO Cor itmen 
g commit nents. 


UNION OIL COMPANY OF CANADA 


and its wholly owned subsidiary 


LIMITED 


The second quarter throughput of the Prince George 
refinery averaged 6421 bbls. per stream day. The 
annual turn around for inspection and maintenance 
of processing units was completed during the period 
under review and consequently reduced the average 
calendar day rate to 5292 bbls. for the quarter. 


With five new retail outlets placed in operation since 
the first of the year, the company now has 82 service 
stations in the retail marketing network. Six addition- 
al units are in the final planning stage or under 
construction. Two new marketing plants will be under 
construction shortly at Fort Nelson and Houston in 


British Columbia. 


The company developed a substantial market for 


) 


asphalt products during the current year, and a dry 
season for highway construction during the summer 
and fall months should maintain this demand. 


During the latter part of the period under review, the 
federal government introduced its tax reform propo- 
sals. These provide for extensive changes in the in- 
come tax law affecting individuals and corporations. 


A careful study is being made of the proposals 


to 
ascertain the effect they may have on the company 


and on its shareholders and employees. 


President 


UNAUDITED 
CONSOLIDATED FINANCIAL STATEMENTS 
for the six months ended June 30 


EARNINGS 


1971 1970 

INCOME 
Sales of crude oil, con- 

densate, natural gas, 

liquefied petroleum 

gases, sulphur and 

refined products . . . $20,768,000 $18,608,000 
Other income 606,000 888,000 


lotalmincomer 2374-000 19,496,000 


EXPENSE 
Operating, exploration, 

selling and general . 9,046,000 8,674,000 
Rentals on unproven 

lands 780,000 854,000 
Amortization of un- 

proven lands 1,804,000 1,815,000 
Depletion and 

depreciation 3,388,000 3,379,000 
Provision for dry holes 

and abandonments . 1,740,000 1,488,000 


Total expense ... 16,758,000 16,210,000 


EARNINGS before pro- 

vision for deferred 

income taxes 4,616,000 3,286,000 
Provision for deferred 

income taxes 540,000 600,000 


NET EARNINGS .... $ 4,076,000 $ 2,686,000 


SOURCE AND EMPLOYMENT OF FUNDS 


1971 1970 

SOURCE OF FUNDS 
Sales of crude oil, con- 

densate, natural gas, 

liquefied petroleum 

gases, Sulphur and re- 

fined products, and 

other income $21,374,000 $19,496,000 
Less: Expenditures for 

production, explora- 

tion, rentals on un- 

proven lands, refining 

and marketing, and 

for general and ad- 

ministrative expense . 9,826,000 9,528,000 
Funds provided from 

operations 11,548,000 9,968,000 
Issue of shares 7,000 a 
Disposal of property, 

plant and equipment . 130,000 90,000 


11,685,000 10,058,000 


EMPLOYMENT OF FUNDS 

Capital expenditures. 5,199,000 9,745,000 
Net increase in other 

assets 190,000 532,000 
Decrease in term loan . ae 680,000 


5,389,000 10,957,000 


INCREASE (DECREASE) 
IN WORKING 
CAPITAL $0,296,000 pun keg o,000) 


COMPANY OF CANADA LIMITED } 


y owned subsidiary | 


1971 | directors 
_ 4 
as at June 30 | R. A. BURKE 
) Senior Vice-President, 
t alan @)) | Union Oil Company of California, 
Los Angeles, California 


W. E. FARRAR 
President, 
j Union Oil Company of Canada Limited, 
Calgary, Alberta 


| 
| FRED L. HARTLEY 
i President 
/ Union Oil Company of California, 
| Los Angeles, California 
alia emily SP C. F. PARKER 
ofl te itone tiie } Senior Vice-President, 
¢ : Union Oil Company of California, 
Los Angeles, California 
avnand ¢ 5 Wala’ O7AF ava) ) Aiecate 
expend $ 5,199,000 $ 9,745,000 J. M. TORY, Q.C. 
/ Barrister and Solicitor 
: Tory, Tory, Deslauriers & Binnington, 
| Toronto, Ontario 
\ 
31,309 | 
} 
1,206 Y 
13,588 / officers 
257 
Tan ator, | c T Vv 
FRED L. HARTLEY 
152 962 } Chairman of the Board 
JL 7 @ Po) } 
| W. E. FARRAR 
| President 
5.566 4719 ) 
1D.) Shi tauMtehd eels! Y,YOC Ty L } ETT af 
C. W. DUMETT, JR. 
Vice-f Bisset Exploration 
} 
Pi PAP KE 
iA’ 'N\ "\ Ti\u 
| Vice-President, Production 


head office | J. C. BROWNING 


I Vice-President, Refining & Marketing 


W. P. TAYLOR 


335 - 8th Avenue S.W. 


i 
| 
Alberta / General Counsel, Secretary 
| J: BELEOGIA 
| Treasurer, Comptroller, Assistant Secretary 
99 
Calgary 2, Alberta 
refinery 
Prince George, British Columbia { 
. . { 
wholly owned subsidiary | 
Union Oil Holdings Limited 
tal al 
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